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FIRST THINGS FIRST

Ready for School. Set for Life.

AGENDA ITEM:
Sustainability Model Review

CEO RECOMMENDATION(S):
e Provide FTF staff with guidance on the Board’s sentiments on how current revenue projections, and

carry forward balances are weighed in relation to expenditures levels and ongoing program
sustainahility considerations.

DETAIL:

In Septernber of 2010 the Board engaged in a discussion related to how FTF efforts could be managed
and sustained over time and in a way that allowed for planning and provided a level of predictability.

Central to this discussion was the assumption that tobacco revenues were a declining revenue stream,
that level off in the 590 to $100 million range. The basis for the assertion that tobacco represents a
declining revenue stream was found in historical state revenue data, original projections estahlished
during the campaign to initially pass FTF, and the actual experience of the organization during its first
few years of operations.

In this conversation the Board considered the following questions:
1. How should the organizational fund balance be drawn down to mitigate the effects of an
erratic fund source? Is the goal to:

a. Maximize the number of years fund bhalance is available?

b. Provide an absolutely consistent funding stream for the system until the money is
expended?

c. Provide an ever increasing budget based on an inflation factor until such point fund
balance is exhausted and the Program budget is severely adjusted down so that it now
meets revenues?

2. lIs there a fund balance threshold which the organization should not fall below?
3. Are there alternatives which will allow funding to remain constant despite declining revenue
and fund balance being one-time in nature? For example:

a. Grants

b. Fundraising

c. Revenue generation

d. Appropriation

e. ldentification and the securing of an additional revenue source.

As a result of this discussion, a general model that followed a downward stair step was adopted as the

operating paradigm under which planning decisions were made. This model is the first chart included
under this agenda item.



Early in FY12 it became evident that revenues were stabilizing. The stabilization combined with the fact
that the national and state economic pressures were beginning to recede, was the impetus to engage a
partner to create a forecasting tool that would generate a set of revenue projections that would support
or refute current assumptions. The key take-away presented from the contractor’s data is that it would
be reasonable for FTF to assume constant, rather than declining revenues.

Layered on top of these recent projections is the Board’s support for FTF to adjust investment strategy
for its pooled cash. These efforts have resulted in significant increases in interest revenues. Even atan
average return of 2%, which FTF is very close to achieving already, FTF anticipates it will collect well over
$6 million next year compared to just $3 million in FY11.

As in the previous discussion, staff has prepared a series of scenarios for the Board to consider, to draw
from, and to ask questions about. Specifically there are four charts showing what happens when
different revenue levels are assumed and paired with specific spending assumptions:

e FEach takes the proposed FY13 administrative spending level and allows it to grow annually by
an inflationary factor (ranging from 0.25% to 1.8%) which causes the projected administrative
budget to not exceed 10% (always be less than 11% of the total FTF expenditure budget).

» [nterestincome is always projected at 2% of the pooled cash estimate.

e Regionally held fund balance is spent down over the next four years. This is based on regional
planning and funding plans submitted to the board in January 2012.

e Revenues to expenditures comparisons assume perfect spending of the budget.

e Program expenditures do not fall below FY13 levels.

e Budgeted program expenditures are never less than whatever 90% of previous year's tobacco
tax and interest revenues.

Even using the “lower boundary” numbers (3™ chart in this set) revenues quickly catch back up to
expenditures and fund balance remains relatively high/constant. However, as chart 6 (4™ new model)
demonstrates even a very modest yet consistent increase (515 million a year beginning in FY17) causes
fund balance to approach zero hy 2025, with the depletion of cash having a compounding effect as
interest income is reduced dramatically.

Additionally, all four of the new models raise the questions of if and when additional organizational fund
balance should be drawn down to support program spending. Each model assumes, after FY13, no
additional draws on organizational fund balance are made to support program spending until the
currently held regional fund balances are spent. As such, allocations are tied directly to collections.
Only the final model assumes spending will move beyond this base allocation, but does not do so until
the regional fund balance is spent.
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First Things First Projected Annual Revenue, 2012-2030, with Lower and Upper Boundaries

Financial Year

2012

Lower Boundary

§120,884,600

Expected
§132,511,300

Upper Boundary

$144,149,600

2013

$122,171,500

$133,849,000

$145,572,200

2014

$123,742,900

§135,613,400

$147,525,200

2015

§125,316,900

$137,393,700

5149,422,800

2016

$126,884,400

$139,172,900

$151,475,900

2017

$128,339,500

$140,845,300

$153,457,400

2018

$129,686,600

$142,432,100

$155,203,100

2019

$130,986,500

$143,985,800

$157,161,800

2020

$132,380,200

$145,543,300

§158,135,800

2021

$133,575,500

$147,131,500

$160,950,000

2022

$134,475,100

$148,286,800

S162,295,500

2023

$135,542,700

$149,411,400

$163,660,800

2024

$136,224,100

$150,549,400

$165,182,100

2025

§137,138,500

$151,662,100

$166,452,500

2026

5138,076,800

$152,797,400

$168,175,400

2027

$138,895,000

$153,928,200

$169,519,700

2028

$139,700,400

$155,069,000

$170,916,000

2029

$140,353,200

§156,221,300

$172,510,000

2030

$141,340,900

$157,446,000

$174,159,700

Source: Authors’ Calculations
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